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G Prem uns and Cost - Shari ng

1. General Provisions

Part 422, subpart Gis based on the provisions found in
section 1854 of the Act. These provisions were discussed in
detail in the June 26, 1998 interimfinal rule (63 FR 35007).
This subpart addresses how limts on MtC plan enroll ee prem uns
and ot her cost-sharing are established through the Adjusted
Community Rate (ACR) approval process. The ACR process is
applicable to all MC plans except MtC MSA plans. MC
organi zations offering an MtC MSA plan are not required to submt
an ACR for that plan, but they are required to submt other
i nformati on for our review using the ACR process.

Section 422.300(b) provides that for contract periods
begi nni ng before January 1, 2002, MtC organizations may nodify an
M+-C pl an by addi ng benefits at no additional cost to the M+C pl an
enrol |l ee; lowering the prem uns approved through the ACR process;
or |lowering other cost-sharing amounts. Also prior to
January 1, 2002, under 8422.504(d), contracts may be for a | onger
period than 12 nonths, and may begin on a date other than
January 1. In the case of such contracts, under 8422.300(b)(2),
ACRs must be submitted on the date specified by us. The
transition rules for this period are found in 8422.300(b).

Comment: One conmenter suggested a revision of the ACR form

used to establish the pricing structure for an MtC plan. The
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comment er suggested that the new form produce nore accurate

i nformati on. The conmenter urged that we nonitor data submtted
in the ACR formto determ ne whether established policies should
be revisited.

Response: W agree. W are devel opi ng various systens to
capture ACR data for policy analysis. W intend to use the data
to determ ne the effect of established policies so that we can
exam ne policies that need revision.

Comment: One conmenter suggested that we consi der
alternatives to the ACR for private fee-for-service and MSA
pl ans.

Response: Under the June 1998 interimfinal rule, we do not
revi ew or approve prem um anounts submtted for private fee-for-
service plans or MSA plans. In addition, in the case of an MSA
pl an, an M+C organi zati on does not conplete those parts of the
ACR formthat request cost information. Thus, in essence, there
is an "alternative" arrangenent in place for these types of
pl ans.

Comment: One conmenter suggested that we, in consultation
with industry representatives, devel op acceptabl e standards for
cost accounting to be used by MtC organi zations to conplete its
ACR form

Response: W agree that MtC organi zati ons shoul d be using

uni form cost accounting standards to conplete the ACR form
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Therefore, we specified in 8422.310(a)(5) that generally accepted
accounting principles (GAAP) shoul d be used instead of other
accounting principles (for exanple, statutory). W have not
rul ed out the establishnment of a standardi zed accounting system
at this tinme. However, we feel that the existing accounting
systens based on GAAP devel oped by MtC organi zati ons shoul d
produce sufficiently accurate information for ACR purposes. W
will mnonitor the accuracy of the ACR data produced by the M+C
organi zati ons' accounting systens through audit and ot her
noni t ori ng procedures.

Comment: One conmenter suggested that we should either
all ow MtC organi zations to nodify their MtC plan after the M+C
pl an has been approved, or make the transition period rules
descri bed in 8422.300(b) permanent. The comenter felt this
woul d benefit the Medicare beneficiary.

Response: After 2002, Medicare beneficiaries will be
"l ocked in" to their MtC plan choice for the last 9 nonths of the
year (6 nonths in the case of 2002 only). The beneficiary wl|l
be locked in for the entire year if he or she wants to remain in
the M+C program and no other M+tC plan in the area is open during
January, February, and March. The choice of an M+C pl an duri ng
t he annual Novenber open enrollnment period thus will be extrenely
significant, since, in nost cases, it will determ ne enroll nent

for the entire followi ng cal endar year. W believe that under
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this programdesign, it is inportant that beneficiaries have
conpl ete information in Novenber about what the benefits will be
in each MtC plan in their area for the full follow ng cal endar
year. |f MC organizations were permtted to change plan
benefits m d-year, this could result in a beneficiary deciding
that an M+C plan that is changi ng benefits woul d have been a
better choice had he or she known in Novenber that this change
woul d be made, but it would be too late for the beneficiary to
enroll in that plan after April 1.

We accordingly believe that beginning in 2002, (when
beneficiaries will be |ocked in for the last 6 nonths of the
year), benefits for a given cal endar year should be established
i n advance of the Novenber open season. This will allow
beneficiaries to make infornmed decisions about which M-C pl an
they will choose for the follow ng cal endar year. |In order for
this to happen, the benefits that will apply throughout the
foll ow ng cal endar year nust be included in the ACR subm ssion
filed with us, so that these benefits can be approved by us in
time to provide reliable infornmation to beneficiaries.

Qur decision to require uniformbenefits throughout the
cal endar year after a transition period is further supported by
the nature of the ACR process under MtC. As under the section
1876 risk program the ACR process under the MtC program serves

three inportant purposes. First, we are required to exam ne an
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M+-C organi zation's ACR proposal for each M+tC plan to determne if
Medi care beneficiaries are entitled to receive additional
benefits as a result of Medicare paynents that are higher than
the organi zation's charge (adjusted for differences in
utilization characteristics of the Medicare population) to a non-
Medi care enroll ee for a Medicare-covered benefit. Second, we are
required to review ACR proposals to determ ne whether the pricing
structure (prem uns and cost-sharing charged to beneficiaries) is
within the limts established by |aw as required under section
1854(b)(1) of the Act, and is applied uniformy to all Medicare
enrol | ees as required under section 1854(c) of the Act. Third,
we review benefit package information to determine if the benefit
package is in conpliance with the requirenments contained in
subpart C. Once this process is conplete, MC organi zations are
all owed to market the M+C plan as approved.

Under the MtC program we focus on an entire cal endar year
in perform ng the above tasks. Qur approval of the pricing
structure of an M+C plan is based on the appropriate actuari al
val ue of furnishing the itens and services for the entire
cal endar year. Limts on the anobunt of prem uns (section 1854(b)
of the Act), and on the liability of the Medicare beneficiary
(section 1854(e) of the Act), are based on a 12 nonth period. In
addition, the capitation paynents that will be nmade to the M+C

or gani zati on under section 1853(a) of the Act for the MHC plan is
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an integral part of establishing the value of additional benefits
that nmust be offered under section 1854(f) of the Act.

Capitation paynents are based on the annual M+C capitation rate
for the county (that is, the anount for the full cal endar year),
adj usted for various denographic and other risk factors. Section
1853(c)(1) of the Act clearly states that capitation rates are
based on a contract year consisting of a calendar year. W
believe that this entire schene assunes that benefits will be the
same over the 12 nonth period at issue. This is another reason
why we believe our decision to elimnate m d-year changes after a
transition period is appropriate.

2. Rules Governing Prem uns and Cost-Sharing (8422.304)

This section inplenments provisions of the BBA relating to
prem uns paid by or on behalf of beneficiaries. The beneficiary
in an M+C plan, other than an MtC MSA plan offered by an M+C
organi zati on, pays the nonthly basic prem um plus the nonthly
suppl enental premium if any. |In the case of an M+tC MSA pl an,
the beneficiary nmust pay the nonthly supplenental premum if
any. The MC nonthly basic beneficiary premum the MC nonthly
suppl enental premum and the nonthly MSA prem um may not vary
anong individuals in the M-C plan, unless the M+C organi zati on
offering the plan has elected to apply this rule to individua
segnents of a plan service area, as provided in section 515 of

the BBRA (See section |.C of this preanble). Also, the MC
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organi zati on cannot vary the |evel of cost-sharing (copaynents,
coi nsurance, or deducti bl es) charged for the basic benefits or
suppl enental benefits, if any, anong the individuals enrolled in
the M+C pl an, again unless the MtC organi zation has elected to
apply this rule to segnents of the plan service area, as provided
in section 515 of the BBRA.

As di scussed in section |I.C above, under section 515, the
prem um and cost-sharing uniformty requirenments may be applied
only within segnments of an M+C plan's service area, with prem uns
or cost-sharing varying between such segnents, provided: (1) a
separate, and conplete ACRis filed for each such segnent; and
(2) each segnent is conposed of one or nore M+C paynent areas.

W have revised 8422.304(b) to add a new paragraph (b)(2) that
provi des for this option.

Comment: A conmmenter noted that some M+C organi zati ons
of fer enroll ees econom c incentives to use mail-order pharnacies
by i nposing a copaynent on all prescriptions dispensed in the
communi ty pharnacies, but do not charge a copaynent if the sane
prescription is miled to the enrollee. The comenter wanted to
know whether this practice is prohibited under the uniform cost-
sharing rule in 8422.304(b).

Response: The practice the commenter has described is not
prohi bited, since all enrollees under the plan would pay the sane

cost-sharing for drugs not ordered by nail, and the sane cost-
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sharing for drugs ordered by mail. However, an MtC organi zation
woul d not be permtted to i mpose a structure of cost-sharing that
woul d have the effect of denying access, as described in section
1852(d) of the Act, to an itemor service advertised by the
organi zati on as being available to the enroll ee.

3. Subm ssion Requirenments for Proposed Prem uns and Rel at ed

I nformati on (8422. 306)

This section reflects the original BBA version of section
1854(a)(1) of the Act, which prior to the BBRA provided that each
M+-C organi zati on, and any organi zation intending to contract as
an M+C organi zation in the subsequent year, submt specified data
for every plan it intends to offer no later than May 1 of each
year.

Comment: Many comenters recomrended that the May 1
deadl i ne for the subm ssion of the ACR proposal be changed.

Response: As discussed in section |I.C above, section 516 of
t he BBRA extended the ACR deadline permanently to July 1, and
appl i ed that extension retroactively to 1999. Therefore, we have
changed our regul ations at 8422.306(a)(1l) to reflect this
statutory change.

4. Limts on Prem uns and Cost-Sharing Anounts (8422.308)

Section 422.308(a) inposes a limt on the anmount that an M+C
organi zati on can charge as a basic beneficiary premumfor a

coordi nated care plan, or inpose as cost-sharing under such a
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plan. Specifically, the basic premum (multiplied by 12), the
actuarial value of any cost-sharing, or a conbination of these
two fornms of beneficiary liability, may not exceed the annua
actuarial value of the deductibles and coi nsurance that would be
appl i cabl e on average to beneficiaries entitled to Medicare

Part A and enrolled in Part B if they were not enrollees of an
M+-C organi zation. For those MtC enrollees who are enrolled in
Medi care Part B only, the nonthly basic premium (rultiplied by
12), plus the actuarial value of cost-sharing, may not exceed the
annual actuarial value of the deductibles and coi nsurance that
woul d be applicable to beneficiaries enrolled in Medicare Part B
if they were not enrollees of an M+tC organi zation. Wth respect
to suppl enental benefits under coordi nated care plans, the
nont hl y suppl enental beneficiary premum (nultiplied by 12)
charged, plus the actuarial value of its cost-sharing, cannot
exceed the ACR for such services.

In the case of a private fee-for-service plan, there is no
limt on prem um charges. However, under 8422.308(b), the
actuarial value of any cost-sharing i nposed under the plan may
not exceed the actuarial value that would apply to beneficiaries
entitled to Medicare Part A and enrolled in Part B if they were
not enrolled in an MtC plan as determned in the ACR In the
case of suppl enental benefits, the actuarial value of cost-

sharing may not exceed the ACR anounts for the benefits.
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Additionally, if inadequate data is available to determ ne
actuarial value, we can nmake the determination with respect to
all MtC eligible individuals in the sane geographic area or State
or inthe United States on the basis of other appropriate data.

Comment: One conmenter suggested that the limts on
prem uns in 8422.308 should not apply in the case of dua
eligibles, to the extent that the Medicaid programis paying the
prem uns.

Response: W do not agree. Section 422.308 limts the
anmount that can be charged to Medicare enrollees, or anyone on
their behalf, for the MtC plan. However, we recognize that the
Medi cai d program nay pay additional anounts for Medicaid-covered
benefits not included in the MC plan. Therefore, we have
clarified our jurisdiction over Medicaid benefits for dua
eligibles in 8422.106. (See the discussion in section Il.C of
this preanble.)

Comment: One conmenter requested clarification of the limt
on charges to a Part B-only nenber for Part A services.

Response: |If an M+C organi zati on chooses to include in the
B-only MtC pl an an equivalent Part A benefit, it may do so as an
addi ti onal, mandatory suppl enental, or as an optiona
suppl enental benefit. There is alimt on what is allowed to be
charged for this benefit: the Iesser of the ACR for the benefit,

our paynent amount, (or, in the case of a working individual (or
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spouse) for whom Medi care is secondary, the anount Medi care woul d
pay if Medicare was not secondary), increased by the actuari al

val ue of Medicare's Part A deductible and coi nsurance, or the
anount we charge for coverage of Part A services to those

i ndividuals that are not otherw se eligible for those services.

Comment: One conmenter requested clarification of 8422. 308,
Limts on prem uns and cost-sharing anounts, that the commenter
believes to be a new provision. Another commenter asked about a
limt on anmounts actually collected in cost-sharing.

Response: The limt on prem um and cost-sharing charges in
section 1854(e) is not new, and in the case of coordinated care
plans, is the sane as the Iimt that applied in the case of
section 1876 risk contracts. As discussed above, in the case of
a coordi nated care plan, section 1854 of the Act specifically
limts the anmount, regardl ess of source, a Medicare beneficiary
may be charged for the MtC plan elected. This would include
prem uns and cost-sharing collected by the MtC organi zati on or
any provider (either contracting or non-contracting with the MtC
organi zation) furnishing services covered by the plan. This
limt is applied to the actuarial value of the cost-sharing
provi ded for under the MtC plan. Specifically, in the case of a
coordi nated care plan, the premium and the actuarial val ue of
cost-sharing cannot exceed the actuarial value of origina

Medi care cost-sharing. Thus, as noted above, in approving the
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ACR, we will not approve of beneficiary cost-sharing for Medicare
covered services if the actuarial value of the cost-sharing
exceeds the actuarial value of the deductible and coi nsurance
i nposed under original Medicare.

Once we have approved cost-sharing anounts specified in an
ACR, however, an M:C organi zation is permtted to collect those
amounts, even if the actual anmount collected turns out to exceed
the amount projected in the original estinmate of the cost-
sharing's actuarial value. Wile sone of our guidance has
indicated that a "cap" would be inposed on the aggregate cost-
sharing anmount actually collected, we have determ ned, in
exam ning the | anguage in section 1854(e)(1) of the Act in
response to this corment, that the Iimt on cost-sharing was
intended to limt the anmount of cost-sharing that can be provided
for under an M+C plan, not on the anount that is actually
collected. The statute provides that the "actuarial value" of
M+-C pl an cost-sharing (and any prem um charged) cannot exceed the
"actuarial value" of cost-sharing under original Mdicare.
Since we do not keep track of cost-sharing actually collected
under original Medicare, but instead rely only on the "actuari al
val ue" projected up front, we believe that the same approach
shoul d apply to the MtC pl an side of the equation.

W note that, as discussed above, in the case of private

fee-for-service plans, the limt on beneficiary liability applies
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only to cost-sharing. The actuarial value of cost-sharing for
Medi care services may not exceed the actuarial value of the
deducti bl e and coi nsurance i nposed under original Medicare.

Comment: One conmenter suggested that we set a limt on the
anount that may be charged to | owincone beneficiaries and
beneficiaries with disabilities.

Response: Section 1854(c) of the Act requires that prem um
charges be uniformfor all enrollees in an MC plan (or in a
segnent of a plan service area as provided for in section 515 of
the BBRA). As a result, a separate limt for |ow incone
beneficiaries would not be perm ssible. The statute al so
specifies the overall limts on beneficiary liability, and we do
not have the discretion to change them W note, however, that
M+-C organi zati ons may not design or market M+C plans in a manner
that discrimnates against | owincone or disabled beneficiaries.

Comment: One conmenter suggested that we shoul d prohibit
the inmposition of a deductible for Federally qualified health
center (FQHC) services.

Response: The actuarial value of the cost-sharing inposed
by an M+C organi zati on for Medicare-covered itens and services
cannot exceed the actuarial value of Medicare' s deductible and
coi nsurance under original Medicare. W establish this anmunt
using data on all Medicare beneficiaries that did not elect a

managed care organi zation, regardl ess of where the beneficiary
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received the itemor service. Therefore, data on itens and
services that do not have a deductible or coinsurance were taken
into account, and M+C enrol | ees already have received the benefit
of the fact that there is no deductible for FQHC services.

5. Incorrect Collections of Prem uns and Cost- Sharing

Amount s (8422. 309)

Section 422.309 requires an MtC organi zation to refund al
anmounts incorrectly collected fromits Medicare enrollees, or
fromothers on behalf of the enrollees, and to pay any ot her
amounts due the enrollees or others on their behalf. W further
stated that anmounts incorrectly collected include: (1) exceeding
the limts inposed by 8422.308 (that is, exceeding the anounts
approved in the ACR as falling within these limts); (2) in the
case of an M+C private fee-for-service plan, exceeding the MC
nont hly basic prem um or nonthly supplenmental premum (3) in the
case of an M+C MSA pl an, exceeding the MtC nonthly suppl enent al
premium or the deductible for basic benefits; and (4) anounts
collected froman enroll ee who was believed ineligible for
Medi care benefits but was |ater found to be entitled. In
addi tion, "other anounts due" include anobunts due for services
that were consi dered an energency, urgently needed, or other
servi ces obtained outside the MHC plan; or initially denied, but
upon appeal, found to be services that the enrollee was entitled

to have furnished by the M+C organi zati on
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Comment: A conmenter believes that an MtC organi zati on
shoul d be permitted to collect additional anobunts if, as a result

of utilization patterns, it collects |less than the anount
actuarially projected inits ACR The comenter notes that if an
M+-C organi zation collects nore than the anbunts permtted in the
M+-C pl an approved in the ACR process, it has to refund anmounts to
enrol | ees, and believed that this sane principle should permt
the organization to collect additional amounts if it collects

| ess than the anpbunt projected.

Response: W do not agree. There is no indication in
section 1854 of the Act that the Congress intended to allow an
M+-C organi zation to coll ect additional anmpbunts from Medi care
enrol | ees when the anmbunt it collects ends up being |less than the
anmount projected in its ACR.  An M+C organi zati on, when it
submts its ACR should be providing its best estimate of its
charges and collections within the confines of the statute. |If
we accept this estinmate, the MtC organi zation should be held to
the anmounts estimated. As noted above, we agree that HCFA al so
shoul d be held to an estinmate we have approved in the ACR
process, and will not attenpt to |imt the aggregate anount an
M+-C organi zation can actually collect as long as it collects only
approved cost-sharing anounts fromany given enrollee. W
believe there is a distinction between the process of projecting

enrollee liability for the purpose of establishing a prem um and
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cost-sharing structure and the question of whether charges are
made in excess of this established structure. Once the prem um
and cost-sharing structure is established, a charge in excess of
the amounts provided for under this structure is inperm ssible,
and grounds for sanction. A refund is appropriate. |If the
organi zation i nadvertently charged | ess than the cost-sharing
anmounts approved in the ACR, it could collect the balance of the
approved charge fromthe beneficiary. To the extent the
commenter was referring to our earlier guidance discussing a
limt on the aggregate anpunt that an organi zation can collect in
prem uns, as noted above, we have decided not to i npose such a
limt. This premse of the cormenter's point accordingly is no
| onger valid.
6. ACR Approval Process (8422.310)

The June 1998 interimfinal rule requires that, except McC
MBA pl ans, each MtC organi zation nust conpute a separate ACR for
each coordinated care or private fee-for-service plan offered to
Medi care beneficiaries. |If an M+C organi zation opts to apply
uniformty requirenents to segnents of an M+C plan service area,
a separate ACR nust al so be submtted for each such segnent. W
al so stated in the June 1998 interimfinal rule that, in
computing the ACR for years beginning in 2000, the MC
organi zation calculates an initial rate according to the

specifications in 8422.310(b), that represents the "comercia
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prem unt that the M+C organi zati on woul d charge its general non-
Medi care enrol | ees for Medi care-covered benefits and any

suppl enental benefits covered by the M-C plan. The MC

organi zati on woul d al so cal cul ate a separate ACR val ue for each
optional supplenental benefit it offers under the plan. Then,
the organization either adjusts the initial rate by the factors
specified in 8422.310(c), or requests that we adjust the rate.

Section 422.310(b) dictates that the initial rate for each
M-C plan is calculated on a 12-nonth basis for non-Medicare
enrol | ees, using either a comunity rating systemor a system
approved by us, under which the MtC organi zati on devel ops an
aggregate prem um for each M+C plan for all non-Medicare
enrol | ees of that M+tC plan that is weighted by the size of the
various enrolled groups and individuals that conpose the MC s
enrollment in that plan. Regardless of the nmethod the M+C
organi zation uses to calculate its initial rate, the rate nust
equal the premiumthat the M-C organi zati on woul d charge its non-
Medi care enroll ees on a yearly basis for services included in the
M+-C pl an.

The June 1998 interimfinal rule also established speci al
rules in 8422.310(d) for MtC organi zations that do not have non-
Medi care enrol |l ees or sufficient Medicare enroll nent experience
to sufficiently calculate ACR values. W have anended

8422.310(d) because the interimfinal rule used incorrect



HCFA- 1030- FC 449
citations in describing how such an M+C organi zati on nay esti mate
ACR val ues.

Comment: One conmenter suggested that we test the new ACR
nmet hodol ogy before inplenentation.

Response: W do not agree. The new ACR process requests
data from organi zations that should be readily available in an
organi zati on that has an adequate accounting systemused to track
the costs and revenues of the products it sells. In addition, we
intend to devel op a nechani sm designed to identify unexpected
problenms. The forminplenenting the new ACR net hodol ogy al | ows
M+-C organi zations to identify specific problens. W intend to
gat her information fromour review, approval, and audit processes
to devel op manual instructions, clarify the ACR instructions, and
nodify the ACR form if necessary.

Comment: One conmenter suggested that the conponent of the
ACR forrmula attri butable to revenues in excess of expenses ("the
addi ti onal revenue conponent,"™ or "profit" in the case of a for-
profit conpany) should be the sane percentage of the Medicare ACR
anmount as it is in the case of the initial rate (the "comrercia
prem unt').

Response: W do not agree. Each product an organi zation
offers may have a different additional revenue or profit margin.
This woul d i ncl ude each of the non-Medicare products included in

the base cost figures and the initial rate. To use the sane
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per cent age of additional revenue margin included in the initia
rate for the ACR for Medicare enrollees would apply an "average"
addi ti onal revenue margin for non-Mdicare enrollees to al

Medi care enrollees. In addition, using a percentage nethod, as
suggested, would increase the anmount of the additional revenue
margin for Medicare enrollees if Medicare health care costs were
higher. (If costs are higher, the profit margi n percentage can
be | ower while producing the sane anount in profit.) W believe
actual additional revenues received in a prior period are the
best neasure of the anount of additional revenue an organi zation
woul d expect in a future period, absent sonme changed

ci rcunst ances or vari abl es.

While we do not agree with the comenter's specific
proposal, in light of this coment, we have reconsidered the
relative cost ratio forrmula contained in the regul ati ons at
8422.310(c)(3). Since additional revenues are produced when
revenues exceed expenses, we believe the best way to project
addi ti onal revenues for a benefit or group of benefits is to
first project total revenues of that benefit or group of benefits
and, then, subtract projected total expenses of that benefit or
group of benefits. Therefore, we have nodified the fornula in
8422.310(c)(3) to project total revenues using a relative cost
rati o of revenues charged in a base period for Medicare enroll ees

conpared to revenues charges to non-Medicare enrollees of the
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same period and, then, subtracting projected expenses. W have
used the cal endar year prior to the cal endar year the ACRis
submtted as the "base year"” for this purpose. If an M+C
organi zati on believes the conputation produced under this formula
does not adequately reflect the future period for an M+C pl an,
the organi zation nay, wi th adequate justifying docunentation,
make an expected variation adjustnent to the anmount cal cul at ed.

Comment: One conmenter interpreted 8422.310(c)(4) to
provi de that adjustnments to additional revenues, after
application of the relative ratios, are allowed to reduce the ACR
val ue, but not increase the ACR val ue.

Response: The | anguage of 8422.310(c)(4) was incorrect as
publ i shed in our June 1998 interimfinal rule. On
Cctober 1, 1998, we published a technical revision to this
section (63 FR 52614) to clarify that adjustnments may increase or
decrease the anount of additional revenue included in the ACR
val ue of the service or services. These adjustnments would be
all owed as long as the organi zation submtted sufficient
docunmentation to justify the need to increase or decrease the ACR
val ues so cal cul at ed.

Comment: One conmenter suggested that we all ow M+C
organi zations to use representative data to devel op ACR val ues

for an MtC pl an.
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Response: The new ACR process requires M-C organi zations to
report the costs it incurs for an MtC pl an usi ng GAAP
Organi zations in business routinely review the costs of each
product it sells for various reasons, (for exanple, budget
anal ysis, profitability). The new ACR nethod does not create a
new process to determ ne those costs. W have designed the ACR
process to require the | east anmount of infornmation needed to
price an M-C plan wi thout creating a new accounting process. W
are relying on GAAP since these principles are wi dely known and
are in use by nost MtC organi zations. W feel M-C organi zations
shoul d not encounter significant problens in capturing the costs
of the Medicare and non- Medi care popul ations of a prior period
usi ng accounting systens already in use to track each of the
products it sells. Using representative data would not be as
accurate as using costs actually incurred.

Comment: One conmenter suggested that sonme group and staff
nodel M+C organi zati ons nay not be able to provide cost data in
the formand detail required in the ACR form

Response: W do not agree. The regulations and the ACR
formused to inplenent those regulations allow for a significant
amount of flexibility. The instructions are very clear that
there are a limted nunber of line itens that nust be reported.
Most of the remaining entries will be dependent on the accounting

system of the organi zation. Staff and group nodels may need to
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use an apportionnent strategy to segregate costs between Medicare
and non-Medi care enrol |l ees. These apportionnment strategies
shoul d be based on the sane statistics currently being subnmtted
for the ACR formunder section 1876 of the Act.

Some organi zati ons have argued that their accounting systens
cannot segregate the revenues and cost of providing services to
Medi care enrol | ees between different service areas and anong
vari ous products sold. These organi zations shoul d di scuss these
matters with their HCFA-assi gned plan manager. Since the MC ACR
process is still relatively new, we expect to grant sone
flexibility to MHC organi zati ons. MC organi zations unable to
conmply with ACR requirenents would be required to submt a plan
of action designed to bring the organization in conpliance with
t he regul ati ons.

7. Requirenent for Additional Benefits (8422.312)

Section 422.312(b) requires that the MtC organi zati on
provi de additional benefits if there is an adjusted excess anount
for the plan it offers. The actuarial value of these additiona
benefits, |less the actuarial value of any cost-sharing associ ated
with the benefit, nust at |east equal the adjusted excess
anounts. W received no conments on this provision, but are
maki ng a technical change to 8422.312(b) to use the term "cost-

sharing"” rather than copaynent or coi nsurance because the term
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cost-sharing has been previously defined in 8422.2 to include

copaynents and coi nsurance.



